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The Honourable Speaker 

Council of Big 5 False Bay Municipality 

P.0 Box 89 

Hluhluwe 

3960 

1 5 December 2009 
Dear Sir 

Audit Committee’s Report to Council 

The Audit Committee of Big 5 False Bay Municipality has pleasure in submitting its fmal report to 
the Council of the Big 5 False Bay Municipality. This report is submitted in terms of the 
provisions of sections 121(3)0), 166(2)(b) and 166(2)(c) of the Municipal Finance Management 
Act of 2003 ( ct the MFMA”) and covers the financial year from 1 July 2008 to 30 June 2009. 

Members 

1 . The following persons served as members of the Audit Committee for the year under review: 

DS Dlamini -Chairperson 
MG Ntuli 

Overview of activities 

2. The Audit Committee had four formal meetings during the period covered by this report. These 
meetings were held on 28 July 2008, 3 November 2008, 23 April 2009 and 30 June 2009, 
respectively. The Audit Committee therefore complied with the provisions of section 166(4)(b) 
of the MFMA which requires the Audit Committee to meet at least four times per year. 

3. The following matters were dealt with at these meetings: 

• Risk Management within the municipality 

• Fixed Asset Management 

• Compliance with Legislation 

• Annual Financial Statements 

• Auditor General audit report 

• At each of the four meetings, work done by the internal auditors was tabled, discussed; 

• Attention was given to Council regarding Performance Management System; 



Report 

4. For purposes of executing its statutory duties as contained in section 166(2)(a) of the MFMA 
as well as its mandate as set out in the Audit Committee Charter, the Audit Committee relies 
heavily on the work done by internal audit which has been outsourced to 
PricewaterhouseCoopers, a firm of professional services providers. 

5. In order to be able to rely on the work performed by internal audit, the Audit Committee has 
raised concerns about quality and scope of the work performed by internal audit, which is not 
sufficient to place the necessary reliance thereon. Whilst it is the view of the Audit Committee 
that the work performed by internal audit is of a high standard, that it is properly planned and 
controlled, however the internal audit plan was not presented to audit committee for approval. 
There is limited evidence that internal audit findings are discussed with the responsible 
officials and that implementation of corrective measures that have been agreed upon, are 
followed up regularly. The internal audit unit experienced difficulties in getting required 
responses due to unavailability of municipal staff. However we had no reservation in relying 
on the work performed by internal audit for purposes of executing our mandate. We are 
therefore in a position to advise Council that as far as matters relating to internal financial 
control, the adequacy, reliability and accuracy of financial reporting, performance management 
and evaluation, effective governance and compliance with the MFMA and other relevant 
legislation are concerned, the internal audit reports and other work performed by Internal audit 
unit considered by the Committee have not revealed any material issues that may compromise 
any of these functions or responsibilities. This comment should however be read with our 
concerns and recommendations which are dealt with in paragraph 8. 

6. Section 166(2)(b) of the MFMA requires the Audit Committee to “review the annual financial 
statements to provide the council of the municipality with an authoritative and credible view of 
the financial position of the municipality, its efficiency and effectiveness and its overall level 
of compliance with this Act, the annual Division of Revenue Act and any other applicable 
legislation”. For these purposes, the Audit Committee relies on the work performed by the 
Auditor-General during its audit of the financial statements of the municipality. 

7. The members of the Audit Committee reviewed the financial statements for the year ended 30 
June 2009 and can report as follows: 

• The municipality achieved an operating deficit and maintained a stable current cash and 
investment position and has been meeting its debt obligations; concerns were raised on 
going concern due to certain grants being not cash backed. 

• The Auditor-General’s management letter and management’s response thereto has been 
considered; 

• The Auditor-General’s report on the financial statements has been noted. In this regard it is 
with regret to note that the Auditor-General expressed a financially qualified audit opinion 
on the financial statements for the year ended 30 June 2009. 
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Concerns and recommendations 


8. During the course of our meetings and discussions, a number of important issues came to light 
which the Audit Committee believes should be brought to Council’s attention. These matters 
are dealt with below: 

8.1 As per the income statement the municipality has incurred a net deficit which is considered 

as unauthorised expenditure. The municipality has since obtain approval from council and 

disclosed the deficit accordingly in the financial statements. 

8.1.1 Our view is that all expenditure must be authorized before it is incurred. In the 
future management need to budget more effectively and efficiently to ensure that 
there is no unauthorized expenditure. 

8.1.2 The municipality statutory funds are not adequately cash backed and the 
municipality is reliant on funding from equitable share to pay for it expenses in the 
normal course of operations. The statutory funds and reserves and trust funds are 
not backed by sufficient concomitant assets. 

8.1.3 The municipality should put controls in place that will ensure that the funds and 
reserves are cash backed. These controls should be reviewed by management at 
regular intervals to ensure their relevance. 

8.2 As reported previously, the Audit Committee remains concerned about the following: 

8.2.1 Internal financial controls and internal audits: The delays in commencement of the 
internal audit and the planning process, as well as the internal audit budget has been a 
limiting factor on the scope and extent of the internal audit work performed. Delays during 
the audit and the non-production of documentation in certain cases by municipality also 
limited the internal audit executing its function. 

8.2.2 Management has been requested to work with the internal audit unit to increase the 
frequency and coverage of audit. Regular internal audits will assist in addressing audit 
findings much earlier thus ensuring an improved control environment and favourable 
external audit outcomes. 

8.2.3 Risk management: The internal Audit unit conducted a risk assessment workshop on 06 
May 2009 and submitted a risk register and a 3 year rolling plan to Management on 18 May 
2009. This report has not been submitted to the Audit Committee for review and approval. 
The internal Audit unit did not review Management's risk management processes. 

However the internal audit unit will provide the Municipality with a sample Risk 
Management Policy for consideration. The timing of risk assessment is concerning (two 
months before year end); this does not leave the municipality enough time to put in place 
mitigation plan to manage risks. The nonexistence of risk management might lead to 
financial losses to the municipality. The audit committee has requested the municipal 
manager to work with the internal audit unit prioritise risk assessment and put in place a 
risk control mechanism including a Risk Management Policy that is customised for the 
municipality. 



8.2.4 Accounting policies: The accounting policies were reviewed as part of annual financial 
statements review. The municipality is in the process of converting from IMFO to GRAP 
and changes to the accounting policies need to be approved by the Council. 

8.2.5 The adequacy, reliability and accuracy of financial reporting and information: The 

review of financial information by the internal auditors was limited to the focus areas 
included in the internal audit plans and audit findings will be included in internal audit 
report to be submitted to the municipality. 

8.2.6 Performance management: The internal Audit unit has reviewed ef the Municipality's 
Performance Management System; the findings are yet to be presented at the next audit 
committee. The audit committee requested management to arrange an audit committee 
meeting to review and discuss performance management framework. 

8.2.7 Effective governance: The internal Audit unit did not review the effectiveness of the 
governance arrangements and structures. 

8.2.8 Compliance with MFMA, the annual division of Revenue Act and any other 
applicable legislation: Internal Audit unit compliance reviews were limited to the focus 
areas included in the draft internal audit plan and it is expected that the findings will be 
included in the internal audit report to be submitted to management. 

8.2.9 Performance evaluation: According to the draft internal audit plan for the review of the 
Municipality's Performance Management System, the internal audit unit reviewed the 
Organisational and/or Section 57 scorecards on a test basis and the findings will be 
included in the internal audit report to be submitted to management. 

8.2.10 Audit Committee: Section 166 (4) of the MFMA states that an audit committee must 
consist of at least three persons with appropriate experience, of whom the majority may not 
be in the employ of the municipality or municipal entity. The district is in contravention of 
the above section since the audit committee operated with only two members and this 
matter has been raised at several meetings of the audit committee. The matter needs to be 
discussed with district municipality to ensure that a third member is appointed as a matter 
of urgency. 

8.3 Also reported previously, is the Audit Committee’s concern at the slow rate at which 
outstanding audit queries are resolved. Unresolved audit findings are listed and carried 
forward from one meeting to the next until those findings have been satisfactorily 
addressed by management. We are pleased to report that during the latter part of the 
financial year under review, a concerted effort was made to clear as many of the 
outstanding queries as possible. 

8.4 The preparation of Council’s annual financial statements is governed by various 
International Financial Reporting Standards, Generally Recognised Accounting Standards 
and Generally Accepted Municipal Accounting Standards. In addition, there are a number 
of financial reporting requirements issued by National Treasury which have to be complied 
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with. Although Council took advantage of certain exemptions relating to compliance with 
some of these Standards for purposes of preparing the financial statements for the year 
ended 30 June 2009, full compliance with these Standards will be required for the year 
ended 30 June 2010. As a result, Council’s Finance Department face a substantial 
compliance burden relating to the implementation of these financial reporting standards 
e.g. conversion from IMFO to GRAP which will place severe strain on existing financial 
capacity. It is therefore crucial that Council acknowledges the importance of maintaining 
and improving its financial capacity to meet this future challenge. 


Conclusion 

9. The implementation and maintenance of proper systems of internal control, the prevention of 
fraud and error, the safeguarding of the assets of the municipality and compliance with relevant 
laws and regulations, are Council’s responsibility. The role of the audit committee is to 
monitor the efficiency of the procedures and mechanisms which Council has put in place in 
order to ensure that its policies and procedures are adhered to. We can report that, taking into 
account the exceptions noted above and based on the reports submitted to us, that our overall 
impression is that the systems and procedures implemented by council are operating 
efficiently. 


Yours faithfully 


DS Dlamini 

Chairman - Audit Committee 
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CHAPTER 6: FUNCTIONAL AREA SERVICE DELIVERY REPORTING 


6.1. Report by Director Corporate Services 


Key Projects by the Department 
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6.2. Report by Director Planning and Development Services 


Key Projects by the Department 
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